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Three  Embarcadero  Center 
San  Francisco,  CA  94111 

Independent  Auditors'  Report 


To  The  Honorable  Mayor,  Board  of  Supervisors,  and  Public  Transportation  Commissioners 
City  and  County  of  San  Francisco,  CA: 

We  have  audited  the  accompanying  consolidated  balance  sheet  of  the  San  Francisco  Municipal  Railway 
(MUNI)  and  the  San  Francisco  Municipal  Railway  Improvement  Corporation  (SFMRIC)  as  of  June  30, 
1998  and  the  related  consolidated  statements  of  operations  and  changes  in  equity  and  cash  flows  for  the 
years  then  ended.  These  consolidated  financial  statements  are  the  responsibility  of  the  management  of 
MUNI  and  SFMRIC.  Our  responsibility  is  to  express  an  opinion  on  these  consolidated  financial 
statements  based  on  our  audits.  The  accompanying  consolidated  financial  statements  of  MUNI  and 
SFMRIC  as  of  June  30,  1997,  were  audited  by  other  auditors  whose  report  thereon  dated  October  24, 
1997,  expressed  an  unqualified  opinion  on  those  statements. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards  and  the  standards 
applicable  to  financial  audits  contained  in  Government  Auditing  Standards,  issued  by  the  Comptroller 
General  of  the  United  States.  Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  consolidated  financial  statements  are  free  of  material 
misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the  amounts  and 
disclosures  in  the  consolidated  financial  statements.  An  audit  also  includes  assessing  the  accounting 
principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the  overall  financial 
statement  presentation.  We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  more  fully  in  note  1 ,  the  consolidated  financial  statements  referred  to  above  include  only  the 
financial  activities  of  MUNI  and  SFMRIC  and  are  not  intended  to  present  fairly  the  financial  position  and 
results  of  operations  of  the  City  and  County  of  San  Francisco  in  conformity  with  generally  accepted 
accounting  principles. 

In  our  opinion,  the  1 998  consolidated  financial  statements  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  the  San  Francisco  Municipal  Railway  and  the  San  Francisco  Municipal 
Railway  Improvement  Corporation  as  of  June  30,  1998  and  the  results  of  its  operations  and  its  cash  flows 
for  the  years  then  ended  in  conformity  with  generally  accepted  accounting  principles. 

In  accordance  with  Government  Auditing  Standards,  we  have  also  issued  our  report  dated  October  30, 
1998  on  our  consideration  of  the  MUNI's  internal  control  over  financial  reporting  and  our  tests  of  its 
compliance  with  certain  provisions  of  laws,  regulations,  contracts  and  grants. 

Our  audit  was  conducted  for  the  purpose  of  forming  an  opinion  on  the  consolidated  financial  statements 
taken  as  a  whole.  The  accompanying  supplemental  schedules  listed  in  the  table  of  contents  for  the  year 
ended  June  30,  1998  are  presented  for  the  purposes  of  additional  analysis  and  are  not  a  required  part  of  the 
consolidated  financial  statements.  These  schedules  have  been  subjected  to  the  auditing  procedures  applied 
in  our  audit  of  the  consolidated  financial  statements  and,  in  our  opinion,  are  fairly  stated  in  all  material 
respects  when  considered  in  relation  to  the  consolidated  financial  statements  taken  as  a  whole. 


October  30,  1998 


Member  Firm  of  KPMG  International 


SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Consolidated  Balance  Sheets 

June  30,  1998  and  1997 
(dollars  in  thousands) 


Assets 

1998 

1997 

Current  assets: 

Cash  and  cash  equivalents,  unrestricted  $ 

1,250 

483 

Receivables: 

Grants 

25,661 

38,134 

Sales  tax 

23,639 

20,912 

Other  (net  of  allowance  for  doubtful  accounts 

of  $147  and  $168  in  1998  and  1997,  respectively) 

6,232 

5,319 

1  otal  receivables 

55,532 

64,365 

Materials  and  supplies  inventories 

r  r 

20,408 

23,429 

Deferred  charges 

17 

81 

Total  current  assets 

77,207 

88,358 

Restricted  assets: 

Pni n      m  r^f\r\lpH  HpTincitc  5inH  itivpctrnpntc 

UrUUllY  111  JJVJVJ1CU  UtUUollj  41  111  111 V  C-ollllWllLo 

nf* thp  f^itv  Trpncjirpr" 

Wl   Lilt-   V_  1  L  >  llvdoLUtl. 

Transit  Tmnarr  Opvplnnmpnf  Fpp 

57  992 

56,945 

Other  restricted  investments 

1,603 

750 

Interest  receivable 

45 

42 

i^asn  ana  snort-term  investments  neia  oy  trustee. 

Cash  and  cash  equivalents 

29 

60 

Bonds 

9,849 

12,303 

transit  impact  ueveiopment  ree  receivaoie 

(net  of  allowance  of  $940  in  1998  and  1997,  respectively) 

5,444 

7,481 

Total  restricted  assets 

74,962 

77,581 

Property  and  equipment: 

Land 

18,537 

18,028 

Ways  and  structures 

542,507 

522,715 

Equipment 

419,701 

345,982 

Construction  in  progress 

337,830 

333,465 

Total  property  and  equipment 

1,318,575 

1,220,190 

Less  accumulated  depreciation  and  amortization 

(365,869) 

(350,428) 

Net  property  and  equipment 

952,706 

869,762 

$ 

1,104,875 

1,035,701 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Consolidated  Balance  Sheets 

June  30,  1998  and  1997 
(dollars  in  thousands) 


Liabilities,  Equity  and  Retained  Earnings 

1998 

1997 

Current  liabilities: 

Overdraft  with  City  Treasurer 

/,J  lo 

Accounts  payable  and  accrued  expenses 

lo,joo 

1  C  OCT 

Arcnipd  navroll 

11,444 

9,983 

Current  portion  of  accrued  vacation  and  sick  leave 

9^471 

9^301 

Current  portion  of  accrued  workers'  compensation 

16,148 

14,362 

V_  U1ICIH  L/VJ1L1VJ11  Ul  aCClLldll  dallllo  LlaULLllj 

7  963 

7  783 

Deferred  revenue  and  other  deferred  credits 

1,253 

1,725 

Total  current  liabilities 

62,865 

66,554 

Liabilities  payable  from  restricted  assets 

1,671 

810 

Long-term  liabilities: 

Accrued  vacation  and  sick  leave 

8,004 

7,852 

Accrued  workers'  compensation 

21,264 

17,018 

Accident  claims  liability 

15,201 

19,696 

Deferred  revenue  and  other  deferred  credits 

470 

569 

Total  long-term  liabilities 

44,939 

45,135 

Total  liabilities 

109,475 

112,499 

Equity  and  retained  earnings: 

Contributed  capital 

877,391 

793,422 

Retained  earnings: 

Restricted 

63,647 

65,580 

Unrestricted 

54,362 

64,200 

Total  equity  and  retained  earnings 

995,400 

923,202 

$ 

1,104,875 

1,035,701 

See  accompanying  notes  to  consolidated  financial  statements. 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Consolidated  Statements  of  Operations 

For  the  years  ended  June  30,  1998  and  1997 
(dollars  in  thousands) 


1998 

1997 

Operating  revenues: 

Passenger  fares  $ 

97,369 

97,415 

Advertising 

3,985 

3,229 

Paratransit  revenue 

519 

592 

Charter  bus 

21 

19 

Rental  income 

62 

63 

Other 

224 

270 

Total  operating  revenues 

102,180 

101,588 

Operating  and  administrative  expenses: 

Transportation 

154,390 

.  Af\ 

140,292 

Vehicle  maintenance  and  repair 

68,010 

60,622 

XT                1_  "     1                 'a.  J 

Nonvehicle  maintenance  and  repair 

30,334 

26,546 

General  and  administrative 

54,928 

52,741 

Paratransit  operations 

10,234 

9,857 

Total  operating  and  administrative  expenses 

317,896 

290,058 

Loss  from  operations  before  depreciation 

and  amortization 

(215,716) 

/  1  O  O    A  TA\ 

(188,470) 

Depreciation  and  amortization 

30,074 

28,186 

Loss  from  operations 

OAS.  HC\(X\ 
^Z4D,  ly\)) 

O  1  £ 

^ZlO,ODOj 

Nonoperating  revenues  (expenses): 

Operating  assistance: 

Department  of  Parking  and  Traffic 

83,598 

78,898 

Transportation  Development  Act  Funds 

27,829 

25,795 

Sales  tax 

23,639 

20,912 

Federal  operating  assistance 

546 

2,941 

State  Transit  Assistance  Funds  -  net 

7,276 

7,023 

Bridge  Toll  Funds 

2,142 

ADA  Bart 

587 

600 

Other 

25 

Transit  Impact  Development  Fees,  net  of  expenses 

(17) 

(1,183) 

Capital  Reserve  revenue 

139 

162 

Interest  income 

4,856 

5,687 

Interest  expense 

(957) 

(926) 

Loss  on  disposal  of  property  and  equipment 

(32) 

(156) 

Other  income  and  expenses,  net 

174 

120 

Net  nonoperating  revenues 

147,663 

142,015 

Net  loss  before  operating  transfers 

(98,127) 

(74,641) 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Consolidated  Statements  of  Operations 

For  the  years  ended  June  30,  1998  and  1997 
(dollars  in  thousands) 


1998 

1997 

"^v T £i t  1  acc  r\t*Tf\rf*  rtrxpratiTifr  t~T~ one fprc 

rNcl  lOso  uciurc  OpclallllU,  Uallalcra 

j> 

(Id  64.1  \ 

Operating  transfers: 

City  and  County  of  San  Francisco  general  fund 
Hetch  Hetchy  Project 

San  Francisco  County  Transportation  Authority 
Other  funds 

53,067 

6,937 
503 

30,423 
7,538 
4,726 
592 

Net  loss 

(37,620) 

(31,362) 

Depreciation  and  retirement  of  assets  acquired 
with  capital  grants  and  contributions 

25,849 

23,098 

Decrease  in  retained  earnings 

(11,771) 

(8,264) 

Retained  earnings,  beginning  of  year,  as  originally  reported 

129,780 

137,635 

Cumulative  effect  of  a  change  in  accounting  principle 

— 

409 

Retained  earnings,  beginning  of  year,  as  adjusted 

129,780 

138,044 

Retained  earnings,  end  of  year 

118,009 

129,780 

Contributed  capital,  beginning  of  year 

793,422 

677,552 

Depreciation  and  retirement  of  assets  acquired 
with  capital  grants  and  contributions 

(25,849) 

(23,098) 

Capital  grants  and  contribution: 
Federal  capital  project  grants 
Other  grants 

61,076 
48,742 

77,001 
61,967 

Contributed  capital,  end  of  year 

877,391 

793,422 

Total  equity 

$ 

995,400 

923,202 

See  accompanying  notes  to  consolidated  financial  statements. 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Consolidated  Statements  of  Cash  Flows 

For  the  years  ended  June  30,  1998  and  1997 
(dollars  in  thousands) 


1998  1997 

Cash  flows  from  operating  activities: 

Cash  received  from  passengers  and  service  contracts                $  101,267  100,386 

Operating  grants  received  (contracts  for  services)  (4,321)  (4,123) 

Cash  paid  to  employees  for  services  (231,819)  (212,904) 

Cash  paid  to  suppliers  for  goods  and  services  (39,034)  (34,086) 

Cash  paid  for  judgment  and  claims  (9,283)  (7,385) 

Cash  paid  quasi-external  transactions  (25,860)  (24,376) 

Net  cash  used  in  operating  activities  (209,050)  (182,488) 

Cash  flows  from  noncapital  financing  activities: 

Operating  assistance  received  137,775  124,659 

Operating  transfers  in  59,733  42,430 

Operating  transfers  out  (183)  — 

Overdraft  with  City  Treasurer  (7,518)  5 , 1 93 

Other  revenues  received  540  201 

Other  expenses  paid  (244)  (2,084) 

Transit  Impact  Development  Fee  received  1,576  2,633 

Net  cash  provided  by  noncapital  financing  activities  191,679  173,032 

Cash  flows  with  capital  and  related  financing  activities: 

Capital  grants  received  125,289  136,135 

Proceeds  from  sale  of  property  and  equipment  33  35 

Capital  expenditures  (113,083)  (135,266) 

Repayment  of  debt  —  (1,795) 

Interest  paid  on  debt  —  (130) 

Net  cash  provided  by  (used  in)  capital 

and  related  financing  activities  12,239  (1,021 ) 

Cash  flows  from  investing  activities: 

Purchases  of  investments  with  trustees  -  restricted  (56.41 8)  (82,333) 

Proceeds  from  sale  of  investments  with  trustees  -  restricted  58,832  83,308 

Interest  income  received  5,365  5,340 

Other  investing  activities  (11)  601 

Net  cash  provided  by  investing  activities  7,768  6,9 1 6 

Net  increase  (decrease)  in  cash  and 

cash  equivalents  2,636  (3,561) 

Cash  and  cash  equivalents: 

Beginning  of  year  58.238  61.799 

End  of  year                                                                 $  60,874  58.238 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Consolidated  Statements  of  Cash  Flows 

For  the  years  ended  June  30,  1998  and  1997 
(dollars  in  thousands) 


1998 

1770 

1997 

177/ 

Reconciliation  of  operating  loss  to  net  cash  used  tor  operating  activities: 

Operating  loss 

$ 

(245,790) 

(216,656) 

Adjustments  to  reconcile  operating  loss  to  net  cash 

used  by  operating  activities: 

Depreciation  and  amortization 

30,074 

28,186 

Effect  of  changes  in: 

Provision  for  uncollectible  accounts 

(21) 

20 

Receivables 

(892) 

(1,222) 

Materials  and  supplies 

3,021 

(738) 

Deferred  charges  and  other  assets 

64 

(51) 

Accounts  payable  and  accrued  expenses 

704 

2,898 

Accrued  payroll  and  related  expenses 

1,783 

2,293 

Other  liabilities 

2,007 

2,782 

Net  cash  used  by  operating  activities 

$ 

(209,050) 

(182,488) 

Reported  as: 

Cash  and  cash  equivalents,  unrestricted 

$ 

1,250 

483 

Equity  in  pooled  deposits  and  investments  of  the  City 

Treasurer  -  restricted: 

Transit  Impact  Development  fee 

57,992 

56,945 

Other  restricted  investments 

1,603 

750 

Cash  and  cash  equivalents  held  by  trustee 

29 

60 

Total  cash  and  cash  equivalents,  end  of  year 

$ 

60,874 

58,238 

Non-cash  transactions: 

Depreciation  on  contributed  capital 

$ 

25,849 

23,098 

Unrealized  gain  on  short-term  investments  held  by  trustee 

40 

$ 

25,849 

23,138 

See  accompanying  notes  to  consolidated  financial  statements. 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 


Notes  to  Consolidated  Financial  Statements 

June  30,  1998  and  1997 
(dollars  in  thousands) 

(1)  Organization  and  Basis  of  Presentation 

(a)  Description  of  Reporting  Entity 

The  consolidated  financial  statements  include  the  San  Francisco  Municipal  Railway  (MUNI)  and  the 
San  Francisco  Municipal  Railway  Improvement  Corporation  (SFMRIC),  whose  operations  are 
interrelated.  All  significant  inter-entity  transactions  have  been  eliminated.  The  consolidated  entities 
are  a  department  of  the  City  and  County  of  San  Francisco  (the  City)  and,  as  such,  are  included  in  the 
Comprehensive  Annual  Financial  Report  of  the  City  as  an  enterprise  fund. 

MUNI  has  been  the  transit  agency  for  the  City  since  1912  making  it  one  of  the  first  public  transit 
agencies  in  the  United  States.  MUNI's  sources  of  income  include  passenger  fares,  grant  funds,  City 
subsidies,  and  other  miscellaneous  revenues.  MUNI  is  governed  by  the  five-member  San  Francisco 
Public  Transportation  Commission  (PTC),  which  provides  policy  direction  to  MUNI.  MUNI  is 
managed  by  a  general  manager  who  reports  to  the  PTC  and  is  responsible  for  directing  overall 
operations. 

SFMRIC  is  a  nonprofit  corporation  established  to  provide  capital  financial  assistance  on  behalf  of 
the  City  for  the  modernization  of  MUNI  by  purchasing  equipment  and  improving  facilities.  SFMRIC 
has  no  employees. 

(b)  Basis  of  Accounting 

MUNI  and  SFMRIC  are  accounted  for  using  the  accrual  method.  Under  this  method,  revenues  are 
recorded  when  earned  and  expenses  are  recorded  when  the  related  liability  is  incurred. 

MUNI  applies  all  Governmental  Accounting  Standards  Boards  (GASB)  Statements,  as  well  as  the 
Financial  Accounting  Standards  Board  Statements  and  Interpretations,  Accounting  Principles  Board 
Opinions,  and  Accounting  Research  Bulletins  issued  on  or  before  November  30,  1989,  unless  those 
pronouncements  conflict  with  or  contradict  GASB  pronouncements. 

(2)  Significant  Accounting  Policies 
(a)  Investments 

Effective  July  1,  1996,  MUNI  and  SFMRIC  adopted  Governmental  Accounting  Standards  Board 
Statement  (GASB)  No.  31,  Accounting  and  Financial  Reporting  for  Certain  Investments  and  for 
External  Investment  Pools  resulting  in  an  unrealized  gain  or  increase  to  beginning  fund  equity  of 
$409.  GASB  No.  31  requires  investments  to  be  recorded  at  fair  value  with  the  difference  between 
cost  and  fair  value  recorded  as  an  unrealized  gain/loss.  The  unrealized  gain  at  June  30,  1998  and 
1997  were  $630  and  $600,  respectively,  and  are  included  in  interest  income. 


8 


(Continued) 


SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 


Notes  to  Consolidated  Financial  Statements 

June  30,  1998  and  1997 
(dollars  in  thousands) 

(b)  Property  and  Equipment 

Property  and  equipment  are  stated  at  cost.  Depreciation  is  computed  by  the  straight-line  method 
based  on  the  estimated  useful  lives  of  the  related  assets  which  range  from  10  to  60  years  for  ways 
and  structures  and  from  3  to  45  years  for  equipment.  No  depreciation  is  recorded  in  the  year  of 
acquisition  and  a  full  year's  depreciation  is  taken  in  the  year  of  disposal.  Depreciation  of  assets 
acquired  with  MUNI  and/or  SFMRIC  funds  is  distinguished  from  depreciation  of  assets  acquired 
with  capital  grants  and  contributions  by  others. 

(c)  Construction-In-Progress 

Construction-in-progress  consists  of  the  following  projects  at  June  30,  1998  and  1997: 


1998  1997 


MUNI  Metro  Turnback  Project 

$ 

166,255 

163,649 

MUNI  Metro  Extension 

23,275 

13,746 

Light  Rail  Vehicles 

22,810 

66,670 

F  Embarcadero  Extension 

24,645 

21,133 

Automatic  Train  Control  System 

47,416 

39,419 

Articulated  Trolley  Coaches 

12,424 

1,595 

Others 

40,997 

27,253 

$ 

337,830 

333,465 

Construction-in-progress  represents  the  design  and  construction  costs  of  various  uncompleted 
projects. 

(d)  Overdraft  with  City  Treasurer 

The  overdraft  with  City  Treasurer  in  1997  represents  MUNI's  liability  to  the  City  Treasurer  for  cash 
drawn  down  in  excess  of  MUNI's  unrestricted  equity  interest  in  the  pooled  deposits  and  investments 
of  the  City  General  Fund,  net  of  MUNI's  cash  receipt  in  transit. 

(e)  Accrued  Vacation  and  Sick  Leave 

Accrued  vacation  pay,  which  vests  and  may  be  accumulated  up  to  10  weeks  per  employee,  is  charged 
to  expense  as  earned.  Unused  sick  leave  accumulated  on  or  prior  to  December  6,  1978  is  vested  and 
payable  upon  termination  of  employment  by  retirement,  death,  or  disability  caused  by  industrial 
accident.  Sick  leave  earned  subsequent  to  that  date  is  non-vesting,  charged  to  expense  when  earned, 
and  may  be  accumulated  up  to  six  months  per  employee. 
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(J)     Capital  Grants  and  Contributions 

Capital  grants  and  contributions  from  external  sources  are  recognized  as  contributed  capital  at  the 
time  reimbursable  expenditures  related  to  the  grants  are  incurred.  Amortization  of  contributed  capital 
is  based  on  the  depreciation  recognized  on  the  related  assets. 

The  U.S.  Department  of  Transportation,  through  the  Federal  Transit  Administration  (FTA),  provides 
capital  assistance  to  MUNI  primarily  for  the  acquisition  and  construction  of  transit  related  property 
and  equipment.  This  assistance  generally  approximates  80%  of  acquisition  cost  and  is  administered 
by  MUNI  and  by  the  Metropolitan  Transportation  Commission  (MTC).  The  capital  assistance 
provided  to  MUNI  by  the  California  Transportation  Commission  and  San  Francisco  County 
Transportation  Authority  is  generally  used  as  local  match  to  the  federal  capital  assistance.  Additional 
capital  assistance  provided  to  MUNI  by  other  agencies  is  administered  by  MTC,  and  is  also  generally 
used  as  a  local  match  for  the  federal  capital  assistance. 

(g)  Operating  Assistance  Grants 

Operating  assistance  grants  are  recognized  as  revenue  when  approved  by  the  granting  authority 
and/or  related  expenditures  are  incurred. 

MUNI  receives  operating  assistance  from  federal  and  various  state  and  local  sources.  Transportation 
Development  Act  funds  are  received  from  the  City  to  meet,  in  part,  MUNI's  operating  requirements 
based  on  annual  claims  filed  with  and  approved  by  the  MTC.  Sales  tax  represents  an  allocation  by 
MTC  of  the  1/2%  transactions  and  use  tax  collected  within  San  Francisco  County  for  transit  services. 
Federal  operating  assistance  is  distributed  to  MUNI  by  the  Federal  Transit  Administration  after 
approval  by  MTC. 

(h)  Transit  Impact  Development  Fees 

Transit  impact  development  fees  are  collected  by  MUNI  and  are  restricted  for  the  capital  and 
operating  costs  of  increased  peak  period  transit  service  associated  with  new  office  construction  in 
downtown  San  Francisco.  These  fees  are  recorded  as  non-operating  revenues  in  the  year  in  which 
they  are  assessed.  An  allowance  of  one  percent  of  fees  assessed  has  been  provided  for  the  possibility 
of  paying  refunds  for  the  conversion  of  buildings  to  non-office  use.  The  allowance  was  $940  at 
June  30,  1998  and  1997. 

(i)  General  Fund  Support 

General  fund  support  is  received  from  the  City  to  subsidize  MUNI's  operating  deficits.  The  annual 
amount  is  determined  by  the  City  during  the  budgetary  process,  and  approximates  budgeted 
expenditures  less  budgeted  revenues. 
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(j)     Operating  Transfers  from  Hetch  Hetchy  Project 

During  fiscal  year  1 994,  the  San  Francisco  Public  Utilities  Commission  transferred  all  responsibility 
for  maintaining  and  repairing  MUNI  overhead  lines  from  the  Hetch  Hetchy  Project  (HH)  to  MUNI. 
As  HH  remains  the  funding  source  for  such  maintenance,  HH  transferred  $0  and  $7,538  to  MUNI 
during  the  fiscal  years  ended  June  30,  1998  and  1997,  respectively.  Effective  fiscal  year  ended  June 
30,  1998,  the  City  no  longer  requires  HH  to  provide  funding  to  MUNI  for  the  maintenance  of  the 
overhead  lines.  Instead,  the  General  Fund  subsidy  to  MUNI  was  increased  accordingly. 

(k)    Statement  of  Cash  Flows 

Cash  and  cash  equivalents  include  all  highly  liquid  investments,  including  restricted  deposits,  with 
an  original  purchased  maturity  of  three  months  or  less. 

(I)     Use  of  Estimates 

The  preparation  of  financial  statements  in  conformity  with  generally  accepted  accounting  principles 
requires  management  to  make  estimates  and  assumptions  that  affect  the  reported  amounts  of  assets 
and  liabilities  and  disclosure  of  contingent  assets  and  liabilities  at  the  date  of  the  financial  statements 
and  the  reported  amounts  of  revenues  and  expenses  during  the  reporting  period.  Actual  results  could 
differ  from  those  estimates. 

(m)  Reclassifications 

Certain  June  30,  1997  financial  statement  balances  have  been  reclassified  to  conform  to  the  June  30, 
1998  financial  statements. 

Cash  and  Investments 

MUNI  and  SFMRIC  maintain  cash  available  for  general  use  and  restricted  cash  held  by  a  trustee.  In 
addition,  MUNI  and  SFMRIC  maintain  equity  in  the  pooled  deposits  and  investments  of  the  City 
Treasurer. 


At  June  30,  1998  and  1997,  MUNI  and  SFMRIC's  cash  on  hand  was  $1,279  and  $543,  respectively, 
and  the  carrying  amount  of  MUNI  and  SFMRIC's  time  and  demand  deposits  was  $1,164  and  $429, 
respectively,  with  a  corresponding  bank  balance  of  $38  and  $357,  respectively,  which  was  insured  or 
collateralized  by  securities  held  by  MUNI  or  SFMRIC's  agent  in  MUNI  or  SFMRIC's  name. 


The  equity  in  pooled  deposits  and  investments  of  the  City  Treasurer  is  held  by  the  City  pursuant  to 
investment  policy  guidelines  established  by  the  City  Treasurer.  The  objectives  of  the  policy  are,  in 


(a) 


Cash 


(b) 


Investments 
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order  of  priority,  preservation  of  capital,  liquidity,  and  yield.  The  policy  addresses  soundness  of 
financial  institutions  in  which  the  City  with  deposit  funds,  types  of  investment  instruments  as 
permitted  by  the  California  Government  Code,  and  -  the  percentage  of  the  portfolio  which  may  be 
invested  in  certain  instruments  with  longer  terms  to  maturity.  The  Comprehensive  Annual  Financial 
Report  of  the  City  categorizes  the  level  of  risk  associated  with  the  City's  pooled  deposits  and 
investments. 

MUNI's  investments  are  summarized  below.  The  investments  that  are  represented  by  specific 
identifiable  investment  securities  are  classified  as  to  credit  risk  by  three  categories  as  follows: 
Category  1  includes  investments  that  are  insured  or  registered  or  securities  held  by  the  City  or  its 
agent  in  the  City's  name;  Category  2  includes  uninsured  and  unregistered  investments,  with  the 
securities  held  by  counterparty's  trust  department  or  agent  in  the  City's  name;  Category  3  includes 
uninsured  and  unregistered  investments,  with  the  securities  held  by  the  counterparty,  or  by  its  trust 
department  or  agent  but  not  in  the  City's  name. 

At  June  30,  1998,  investments  included  the  following  (in  thousands): 

Category 

Carrying 

Type  of  investment  12  3  amount 

Cash  and  investment  held  by 
trustee: 

U.S.  government  securities        $  9,849                —                —  9,849 

$  9,849                —                —  9,849 


Long-Term  Debt 

SFMRJC  is  authorized  to  issue  debt  to  fund  each  of  its  programs  under  separate  indentures.  Transit 
Equipment  Progress  bonds  totaling  $51,500  have  been  authorized,  of  which  $30,500  is  available  for 
issuance  and  none  are  outstanding.  Transit  Improvement  Program  (TIP)  bonds  amounting  to  $44,000  have 
been  authorized,  of  which  $7,800  is  available  for  issuance.  At  June  30,  1998  and  1997,  no  bonds  were 
outstanding  under  the  TIP. 

SFMRIC  leased  certain  equipment  and  structures  to  MUNI  under  capital  lease  agreements.  The  MTC 
allocated  bridge  toll  funds  to  MUNI  to  be  used  in  making  lease  payments  to  SFMRJC.  For  financial 
reporting  purposes,  for  the  year  ended  June  30,  1997,  the  capital  leases  between  MUNI  and  SFMRIC  and 
related  lease  payments  have  been  eliminated.  No  lease  payments  were  made  in  the  year  ended  June  30, 
1998. 
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(5)  Employees'  Retirement  Plan 

(a)  Plan  Description 

The  City  has  a  single-employer  defined  benefit  retirement  plan  (Plan)  which  is  administered  by  the 
San  Francisco  City  and  County  Employees'  Retirement  System  (the  Retirement  System).  The  Plan 
covers  substantially  all  full-time  employees  of  MUNI  along  with  other  employees  of  the  City.  The 
Plan  provides  basic  service  retirement,  disability  and  death  benefits  based  on  specified  percentages 
of  final  average  salary  and  provide  cost-of-living  adjustments  after  retirement.  The  Plan  also 
provides  pension  continuation  benefits  to  qualified  survivors.  The  San  Francisco  City  and  County 
Charter  and  Administrative  Code  is  the  authority,  which  establishes  and  amends  the  benefit  provision 
and  employer  obligations  of  the  Plan.  The  Retirement  System  issues  a  publicly  available  financial 
report  that  includes  financial  statements  and  required  supplementary  information  for  the  Plan. 

(b)  Funding  Policy 

Contributions  are  made  to  the  basic  plan  by  both  MUNI  and  employees.  Employee  contribution  rates 
for  1998  varied  from  7.5%  to  8%  as  a  percentage  of  covered  salary.  MUNI  is  required  to  contribute 
at  an  actuarially  determined  rate.  No  MUNI  contributions  were  required  as  the  actuarially 
determined  contribution  rate  as  a  percentage  of  covered  payroll  was  0%.  The  MUNI  contributions  to 
the  San  Francisco  City  and  County  Employees'  Retirement  System  for  the  years  ending  June  30, 
1998,  1997  and  1996,  were  $12,360,  $9,538  and  $9,059,  respectively,  equal  to  the  required 
contributions  for  each  of  those  years. 

(6)  Deferred  Compensation  Plan 

The  City  offers  its  employees,  including  MUNI  employees,  a  deferred  compensation  plan  created  in 
accordance  with  Internal  Revenue  Service  Code  (IRC)  Section  457.  The  plan,  available  to  all  City 
employees,  permits  them  to  defer  a  portion  of  their  salary  until  future  years.  The  deferred  compensation  is 
not  available  to  employees  until  retirement,  termination,  or  certain  other  covered  events. 

As  required  by  IRC  Section  457,  all  amounts  of  compensation  deferred  under  the  plan,  all  property  and 
rights  purchased  with  those  amounts  and  all  income  attributable  to  those  amounts  (until  paid  or  made 
available  to  the  employee  or  other  beneficiary)  remain  the  property  of  the  City,  subject  only  to  the  claims 
of  the  City's  general  creditors.  Participants'  rights  under  the  plan  are  equal  to  those  of  general  creditors  of 
the  City  in  an  amount  equal  to  the  fair  market  value  of  the  deferred  account  for  each  participant.  Amounts 
deferred  under  the  plan  are  displayed  in  an  agency  fund  in  the  Comprehensive  Annual  Financial  Report  of 
the  City. 

(7)  Health  Care  Benefits 

Health  care  benefits  for  employees,  retired  employees,  and  surviving  spouses  (beneficiaries)  are  financed 
by  beneficiaries  and  by  the  City  through  the  Health  Service  System  of  the  City.  The  contribution  for  all  of 
the  City's  fund  groups  are  determined  by  charter  provision  based  on  similar  contributions  made  by  the  10 
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most  populous  counties  in  California.  The  costs  to  MUNI  for  the  years  ended  June  30,  1998  and  1997  were 
$19,981  and  $13,723,  respectively,  including  $3,061  and  $2,617,  respectively,  to  provide  post-retirement 
health  care  benefits  for  retired  employees.  The  City's  liability  for  post-retirement  health  care  benefits  is 
limited  to  its  annual  contribution. 

Peninsula  Corridor  Joint  Powers  Board 

The  City  is  a  participant  in  the  Peninsula  Corridor  Joint  Powers  Board  (PCJPB),  along  with  the  Santa  Clara 
Valley  Transportation  Authority  and  the  San  Mateo  County  Transit  District.  PCJPB  is  governed  by  a 
separate  board  composed  of  nine  members,  three  from  each  participant.  The  PCJPB  was  formed  in  October 
of  1991  to  plan,  administer  and  operate  the  Peninsula  CalTrain  rail  service.  The  PCJPB  began  operating  the 
Peninsula  CalTrain  rail  service  on  July  1,  1992;  prior  to  July  1,  1992,  such  rail  service  was  operated  by 
California  Department  of  Transportation.  The  agreement  establishing  the  PCJPB  expires  in  2001,  upon 
which  it  will  continue  on  a  year-to-year  basis  thereafter,  until  a  participant  withdraws,  which  requires  a 
one-year  notice.  The  City  on  behalf  of  MUNI  is  responsible  for  11.6%  of  the  net  operating  costs  and  the 
administrative  expenses  of  the  PCJPB  for  operating  and  capital  needs. 

Self-insurance 

MUNI  is  exposed  to  various  risks  of  loss  related  to  torts;  theft  of,  damage  to,  and  destruction  of  assets; 
errors  and  omissions;  injuries  to  employees;  and  natural  disasters.  MUNI  is  fully  self-insured  for  its 
general  liability  and  auto  liability,  and  public  transportation  bus  and  light  rail  liabilities,  respectively.  In 
addition,  MUNI  is  self-insured  for  workers'  compensation  claims.  The  respective  liabilities  represent  an 
estimate  of  the  costs  of  all  outstanding  claims  and  incurred  but  not  reported  claims. 

The  unpaid  claims  liabilities  for  general  liability  and  auto  liability,  and  public  transportation  bus  and  light 
rail  liabilities  are  based  on  the  results  of  actuarial  studies  and  include  amounts  for  claims  incurred  but  not 
reported.  Claim  liabilities  are  calculated  considering  the  effects  of  inflation,  recent  claim  settlement  trends 
including  frequency  and  amount  of  payouts  and  other  economic  and  social  factors. 

Changes  in  the  balances  of  claims  liabilities  for  the  two  years  ended  June  30,  1998  and  1997  are  as  follows: 


1998 

1997 

Unpaid  claims,  beginning  of  fiscal  year 

$ 

58,859 

55,882 

Incurred  claims  and  changes  in  estimates 

27,417 

24,821 

Claims  payments 

(25,700) 

(21,844) 

Unpaid  claims,  end  of  fiscal  year 

$ 

60,576 

58.859 

Transactions  with  the  City 

It  is  the  City's  policy  to  fund  operating  deficits  of  MUNI  on  a  budgetary  basis.  However,  the  amount  of  the 
operating  subsidy  provided  to  MUNI  each  year  is  limited  to  the  amount  budgeted  by  the  City.  Therefore. 
MUNI  does  not  accrue  for  unfunded  budget  operating  deficits,  but  rather  recognizes  the  subsidy  as  revenue 
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in  the  year  in  which  it  is  received.  At  times,  a  budget  deficit  can  be  caused  by  revenue  shortfalls  for  which 
there  is  an  expectation  that  those  or  other  revenues  will  be  received  in  the  subsequent  year  relating  to  the 
prior  years.  In  those  circumstances,  the  City  allows  MUNI  to  show  a  deficit  on  a  budget  basis.  This  policy 
does  not  provide  cash  to  finance  receivables.  Consequently,  MUNI  at  times  maintains  a  cash  overdraft  with 
the  City  which  can  be  repaid  only  through  collection  of  receivables. 

Although  the  accompanying  consolidated  financial  statements  have  been  prepared  in  conformity  with 
generally  accepted  accounting  principles  (GAAP),  the  required  contribution  from  the  City's  General  Fund 
to  fund  any  operating  deficit  is  calculated  on  a  budgetary  basis.  The  following  is  a  reconciliation  of 
MUNI's  net  loss  on  a  GAAP  basis  as  reflected  in  these  consolidated  financial  statements  to  those  amounts 
used  to  calculate  the  General  Fund  contribution: 


1998 

Net  loss  of  MUNI  and  SFMRIC  on  a  GAAP  basis  in  the  accompanying 

consolidated  financial  statements  $  (37,620) 

Add  back  net  loss  of  SFMRIC  on  a  GAAP  basis  in  the  accompanying 

consolidated  financial  statements  1,536 

Operating  subsidy  from  the  City  General  Fund  (53,067) 


Net  loss  of  MUNI  (excluding  the  Special  Revenue  Fund)  on  a  GAAP 

basis  before  City  General  Fund  subsidy  (89,151) 

Capitalized  services  and  other  asset  purchases  which  required  budgetary 

funding  but  were  not  GAAP  expenses  (104,903) 

Assets  acquired  with  funding  from  capital  grants  and  contributions  which 

did  not  require  budgetary  funding  1 09,8 1 8 

Change  in  encumbrances  and  appropriation  carryforwards,  which  require 

budgetary  funding  but  are  not  GAAP  expenses  (845) 

Depreciation  expense  30,074 

Other  expenses  that  are  GAAP  basis  only  but  did  not  require  budgetary 

funding  1,940 


Net  loss  of  MUNI  requiring  subsidy  on  a  budget  basis  $  (53,067) 


The  operating  subsidy  reflected  above  includes  a  revenue  transfer  of  $957  to  fund  additional  interest 
expense  that  was  recorded  relating  to  the  overdraft  with  the  City  Treasurer. 
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(11)  Commitments  and  Contingencies 

MUNI  has  outstanding  commitments  of  approximately  $178,651  with  third  parties  for  various  capital 
projects.  Grant  funding  is  available  for  the  majority  of  this  amount.  MUNI  also  has  outstanding 
commitments  of  approximately  $3,781  with  third  parties  for  non-capital  expenditures.  Various  local 
funding  sources  are  used  to  finance  these  expenditures. 

MUNI  is  also  committed  to  numerous  capital  projects  for  which  it  anticipates  that  federal  and  state  grants 
will  be  the  primary  source  of  funding.  SFMRIC's  Board  of  Directors  has  authorized  SFMRIC  to  extend 
financial  guarantees  to  MUNI  for  certain  projects.  The  projects  for  which  SFMRIC  has  guaranteed  funding 
and  the  maximum  amounts  of  such  guarantees  at  June  30,  1998  are  as  follows: 


In  addition,  MUNI  is  involved  in  various  lawsuits,  claims  and  disputes,  which  have  risen  in  MUNl's 
routine  conduct  of  business.  In  the  opinion  of  management,  the  costs  that  might  be  incurred,  in  any,  would 
not  materially  affect  MUNI's  or  SFMRIC's  financial  position  or  results  of  operations. 


FTA  Section  9  Matching 

MUNI  Metro  Extension/F-Embarcadero  Connection 

Diesel  Bus  Rehabilitation 

LRV  Modifications 

700  Pennsylvania  Ways  and  Structures 

FTA  Section  23  Matching 

Central  Control  &  Revenue  Center 

Steuart  and  Mission  Foundation  Work 

Purchase  of  9  Historical  Trolley  Cars 

Other 


$ 


586 
500 
43 
102 
2,065 
398 
150 
650 
678 
203 


$ 


5,375 
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ASSCIS 

Vf  T  TIVI 

tTTTVTDT/"' 
ar  JYLKll^ 

Eliminations 

Consolidated 

Cnrrpnt  a^QPtQ* 

Cash  and  cash  equivalents,  unrestricted 

$ 

1,250 

1,250 

Receivables: 

Grants 

25,661 



— 

25,661 

Sales  tax 

23,639 



— 

23,639 

Other 

6,232 



— 

6,232 

Total  receivables 

55,532 

55,532 

Due  from  other  funds 

754 



(754) 

— 

Materials  and  supplies  inventories 

20,408 

20,408 

Deferred  charges 

17 

17 

Total  current  assets 

77,961 

(754) 

77,207 

Restricted  assets: 

Equity  in  pooled  deposits  and  investments  of  the 

City  Treasurer: 

Transit  Impact  Development  Fee 

57,992 

57,992 

Other  restricted  investments 

1,603 





1,603 

Interest  receivables 

— 

45 

— 

45 

Cash  and  short-term  investments  held  by  trustee: 

Cash  and  cash  equivalents 

29 

29 

Bonds 

9,849 

9,849 

Transit  Impact  Development  Fee  receivable 

C  AAA 

5,444 

C  AAA 

5,444 

Total  restricted  assets 

65,039 

9,923 

74,962 

Property  and  equipment: 

Land 

18,537 

18,537 

Ways  and  structures 

542,507 

542,507 

Equipment 

419,701 

419,701 

Construction  in  progress 

337,830 

337.830 

Total  property  and  equipment 

1,318,575 

1,318.575 

Less  accumulated  depreciation  and  amortization 

(365,869) 

(365,869) 

Net  property  and  equipment 

952,706 

952.706 

$ 

1,095,706 

9,923 

(754) 

1.104.875 
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(Continued) 


SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Supplemental  Schedule  —  Consolidating  Balance  Sheet 

June  30,  1998 
(dollars  in  thousands) 


Liabilities,  Equity  and  Retained  Earnings 

MUNI 

SFMRIC 

Eliminations 

Consolidated 

Current  liabilities: 

Accounts  navahle  and  other  accrued  exnenses 

$         16  586 

16,586 

Accrued  payroll 

11,444 

11,444 

Current  portion  of  accrued  vacation  and  sick  leave 

9,471 

— 

— 

9,471 

Current  portion  of  workers'  compensation  liability 

16,148 

16,148 

Current  portion  of  accident  claims  liability 

7,963 

7,963 

Deferred  revenue  and  other  deferred  credits 

1,253 

— 



U53 

Due  to  other  funds 

— 

754 

(754) 

— 

Total  current  liabilities 

62,865 

754 

(754) 

62,865 

i-laUlllUCb  pa\  aUlC  1IU111  ICdLI  1L  ICU  iUllLLb 

1  ,u  /  1 

Long-term  liabilities: 

Accrued  vacation  and  sick  leave 

8,004 

8,004 

Workers'  compensation  liability 

2U64 



— 

2U64 

Accident  claims  liability 

15,201 



— 

15,201 

Deferred  revenues  -  and  other  deferred  credits 

470 

470 

Total  long-term  liabilities 

44,939 

44,939 

Total  liabilities 

109,435 

794 

(754) 

109,475 

Equity  and  retained  earnings: 

Contributed  capital 

877,391 

877,391 

Retained  earnings: 

Restricted 

54,518 

9,129 

63,647 

Unrestricted 

54,362 

54.362 

Total  retained  earnings 

108,880 

9,129 

118,009 

Total  equity  and  retained  earnings 

986,271 

9,129 

995.400 

$  1,095,706 

9,923 

(754) 

1,104.875 

See  accompanying  independent  auditors'  report. 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Supplemental  Schedule  —  Consolidating  Statement  of  Operations 

For  the  year  ended  June  30,  1998 
(dollars  in  thousands) 


IVlUiNl 

Eliminations 

Consolidated 

Operating  revenues: 

Passenger  fares 

$  97,369 

97,369 

Advertising 

3,985 

3,985 

Paratransit  revenue 

519 

— 

— 

519 

Charter  bus 

21 

— 

— 

21 

Rental  income 

oz 

oz 

Other 

224 

224 

Total  operating  revenues 

102,180 

102,180 

Operating  and  administrative  expenses: 

Tran  snorts  ti  on 

154,390 

154,390 

Vehicle  maintenance  and  repairs 

68,010 

68,010 

Non-vehicle  maintenance  and  repairs 

30,334 

30,334 

frpnpral  and  arlrniTiisrrativf* 

54,790 

138 

54,928 

Paratransit  nnerarinns 

10,234 

10,234 

Total  operating  and  adininistrative  expenses 

317,758 

138 

— 

317,896 

Loss  from  operations  before  depreciation 

and  amortization 

(215,578) 

(138) 

(215,716) 

Depreciation  and  amortization 

30,074 

— 

— 

30,074 

Loss  from  operations 

(245,652) 

(138) 



(245,790) 

Nonoperating  revenues  (expenses): 

Operating  assistance: 

Department  of  Parking  and  Traffic 

01  COO 
OJ,  JVO 

Transportation  Development  Act  Funds 

27,829 

z 

z 

27,829 

Sales  tax 

23,639 

— 

— 

23,639 

Federal  operating  assistance 

State  Transit  Assistance  Funds  -  net 

7,276 

7,276 

ADA  Bart 

587 

587 

Other 

25 

25 

Transit  Impact  Development  fees,  net  of  expenses 

(17) 

(17) 

Capital  Reserve  expense,  net 

139 

139 

Interest  income 

4,359 

497 

4,856 

Interest  expense 

(957) 

(957) 

Loss  on  disposal  of  property,  plant  and  equipment 

(32) 

(32) 

Capital  assistance  of  SFMRIC  to  MUNI 

1,895 

(1,895) 

Other  -  net 

174 

174 

Total  nonoperating  revenues,  net 

149,061 

(1,398) 

147.663 

Net  loss  before  operating  transfers 

(96,591) 

(1,536) 

(9S.127) 
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(Continued) 


SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Supplemental  Schedule  —  Consolidating  Statement  of  Operations 

For  the  year  ended  June  30,  1998 
(dollars  in  thousands) 


MUNI 

SFMRIC 

Eliminations 

Consolidated 

Net  loss  before  operating  transfers 

$  (96,591) 

(1,536) 

(98,127) 

Operating  transfers: 

From  the  City  and  County  of  San  Francisco  - 

General  Fund 

53,067 

53,067 

From  San  Francisco  County  Transportation 

Authority 

6,937 

6,937 

From  other  funds 

503 

503 

Net  loss 

(36,084) 

(1,536) 

(37,620) 

Capital  grants  and  contributions 

109,818 

109,818 

Equity,  beginning  of  year 

912,537 

10,665 

923,202 

Equity,  end  of  year 

$  986,271 

9,129 

995,400 

See  accompanying  independent  auditors'  report. 
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SAN  FRANCISCO  MUNICIPAL  RAILWAY  AND 
SAN  FRANCISCO  MUNICIPAL  RAILWAY  IMPROVEMENT  CORPORATION 

Supplemental  Schedule  of  Grants  —  Other  Operating 

June  30,  1998 
(dollars  in  thousands) 


Authorized  operating  grants, 
July  1,  1997 

New  grants  approved 

Payments  received 

Operating  grants  receivable, 
June  30,  1998 


Transportation 
Development  Sales 
Act  Tax 


27,829 
(25,450) 


$  2,379 


20,912 
23,639 
(20,912) 

23,639 


Department 
of  Parking 
and  Traffic 

2,193 
83,598 
(82,387) 

3,404 


Other 


2,350 
7,888 
(10,219) 
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Total 

25,455 
142,954 
(138,968) 

29,441 


See  accompanying  independent  auditors'  report. 
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